Understanding
Montana

School

Finance

and

School District Budgets

Office of Public Instruction

Linda McCulloch, Superintendent
PO Box 202501

Helena, MT 59620-2501

www.opi.mt.gov

January 2008







UNDERSTANDING
MONTANA SCHOOL FINANCE
AND
ScHooL DistricT BUDGETS

For more information, contact:
Montana Office of Public Instruction
School Finance Division
(406) 444-3024
www.opi.mt.gov

Special thanks to John R. Fero for allowing the use of parts of the format,
questions and answers from his publication of “Understanding Montana
School Finance and Montana School Budgets”in 1996.




_INTRODUCTION

The purpose of this booklet is to provide Montana citizens, legislators,
parents and new school board trustees with a basic understanding of Montana
school finance and school district budgets. It is written in a question/answer
format and addresses some of the major aspects of school finance and the
budgeting process.

The concepts outlined in this booklet are subject to change with every
legislative session, and as new laws affecting school finance are enacted.

Many of the topics covered in this booklet can be found at the Montana
Office of Public Instruction website (www.opi.mt.gov). In addition, more detailed
information about your particular school district may be obtained by contacting
the school district superintendent and/or clerk, or the county superintendent
of schools, county treasurer, or county commissioners.
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MONTANA CONSTITUTION

Article X, Section 1 of the Montana Constitution of 1972 states, in part:

“It is the goal of the people to establish a system of education which
will develop the full educational potential of each person. Equality of edu-
cational opportunity is guaranteed to each person of the state.

The state recognizes the distinct and unique cultural heritage of the
American Indians and is committed in its educational goals to the preser-
vation of their cultural integrity.

The legislature shall provide a basic system of free quality elementary
and secondary schools ... (and) shall fund and distribute in an equitable
manner to the school districts that state share of cost of the basic elemen-
tary and secondary school system.”

STATEWIDE OVERVIEW

Q:

A:

= o

How many public school districts does Montana have?
In FY2006-07, Montana had the following districts:

Elementary 271
High School 110
K-12 52

433

How many students are enrolled in Montana’s public schools?

In FY2006-07, there were 144,418 students enrolled in K-12 public education.
This includes 143,471 students enrolled in public schools and 160 students
enrolled in state-funded, non-public schools (Pine Hills, Riverside, and Montana
School for the Deaf and Blind).
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Q: How much of Montana’s school funding comes from federal, state,
county, and local sources?

A:  Schools receive about 41% of their funding from the state, 26% local prop-
erty taxes, 8% county sources, 11% Non-tax local sources, and 14% federal
sources. (OPI, Trend in Funding 2006)

Q: Whatis the total general fund budget for Montana’s school districts?
How much does the state fund?

A:  Total school general fund budgets for 2006-07 were about $857 million.
The state funded about $532 million (62%).

Q: How much of school general funds are supported by local property
taxes?

A:  In 2006-07, local property taxes supported $256 million (30%) of the total

school general fund budgets statewide.
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What is the average school general fund budget per pupil in Mon-
tana?

In 2006-07, districts budgeted an average of $5,938 per pupil. Of that
amount, the state support was $3,685 per pupil.

What portion of money from the lottery goes to Montana schools?
Are lottery funds still earmarked for education?

Lottery money is no longer earmarked for education, but it is one funding
source used for education. In 1986, the Montana State Lottery Act passed
by 69% of the popular vote. Under that Act, the lottery profits were used
to fund the Teachers’ Retirement System in order to hold the line on, or
reduce, property taxes. In 1989, the Legislature allocated lottery profits
to state equalization aid for schools. In 1991, the Legislature allocated
lottery profits to the state’s general fund. In the state general fund, the
lottery profits are combined with many other state resources used to fund
avariety of state programs. Other more significant revenues that fund the
state general fund include state income taxes, property taxes, and coal
trust interest earnings.




Based on FY 2005-06, approximately 0.5% of the state general fund money
came from lottery profits. In FY2005-06, the total general fund revenue
was about $1.71 billion, and lottery profits brought in about $9.1 million,
or 0.5% (five tenths of one percent). About $534 million of the state general
fund was used for school funding purposes annually.

The Teachers’ Retirement system benefits school teachers in Montana,
who pay 7.15% of their salaries into the system. School district employers
contribute 7.47% and the state pays .235%.

What are school trust lands?

Under the Enabling Act that granted Montana its statehood in 1889, the
federal government ceded 5.2 million acres of land across Montana for
common school support. The state Board of Land Commissioners oversees
the management of school trust land. The Land Board is responsible for
deciding how best to generate revenue from school trust lands for the
trust. The Trust Land Management Division of the Department of Natural
Resources and Conservation carries out the management decisions of the
Land Board.

Income and interest earnings from school trust lands are set aside in a
“Guarantee Account” and statutorily appropriated to fund K-12 BASE aid.
The Legislature builds these school trust funds into its revenue estimates
for schools. If income and interest earnings from the school trust lands
exceed the revenue estimates, the state general fund obligation for schools
is reduced. In FY2005-06, the school trust revenues generated nearly 10%
of school funding in Montana, or more that $65 million, for our students
and classrooms.

More information about school trust lands can be found at:
http://www.opi.mt.gov/superintendent/landboard.html and
http://www.dnrc.mt.gov/trust/

How much is raised by the county equalization (55) and statewide
equalization (40) mills?

In FY2005-06, the county equalization mills raised $107 million and the
statewide equalization mills raised $69 million.




ORGANIZATION OF A ScHooL DistricTt

Each school district is governed by a board of trustees who are ultimately
responsible for every action of the school district. The trustees are elected
officials and, as a board, must carry out their duties according to the Montana
Constitution, the laws of Montana, and the Administrative Rules of Montana of
the Board of Public Education (BPE) and other pertinent state agencies, such
as the Office of Public Instruction (OPI). The trustees typically hire a district
superintendent and school clerk to assist with the general supervision and fiscal
responsibilities of the school district. The trustees also work with the county
superintendent of schools, county commissioners and county treasurer.

Q: Why does the board of trustees control the school district?

A:  Article X, Section 8 of the Montana Constitution establishes local control
of a school district: “The supervision and control of schools in each school
district shall be vested in a board of trustees to be elected as provided by

”

law.

Q: When are school district trustees elected?
A:  Trustee elections take place on the regular school election day, which is
the first Tuesday after the first Monday of May.

Q: How many members are on the board of trustees?

A:  The number of trustees on the board depends on the size of the school
district. Typically, small school districts have three trustees; large school
districts have seven trustees. See MCA 20-3-341 and 20-3-351 for specific
information.

Q: How long do the trustees serve on the board?
A:  Each trustee is elected for a three-year term.

Q: Are trustees paid for their positions?
A:  No, the trustees of a school district do not receive compensation for their
services as trustees.




What are the powers and duties of the trustees of each district?
The trustees are ultimately responsible for every aspect of the school
district. The trustees make policy, adopt and administer the annual bud-
get, approve expenditures, make required reports to various agencies,
establish elections, and enforce the requirements for government of the
school district according to state law and the Administrative Rules of the
Board of Public Education and the Office of Public Instruction. A detailed
list of these duties is found in MCA 20-3-324.

Does an individual board member have any authority in the opera-
tion of a school district?

No board member, including the chairperson, has authority as an individual
in the operation of a school or school district. The only authority an indi-
vidual has is as a member of the board when acting as part of a collective
unit in a regular or properly called special meeting.

What is the role of the district superintendent?

The superintendent is responsible for the general supervision of all the
schools of the district and for implementing and administering the policies
of the board of trustees. In very small schools that do not hire a district
superintendent, the county superintendent of schools fulfills this role.

What is the role of the district clerk?

By law, the trustees must employ and appoint a clerk of the district. The
district clerk is the custodian of all documents, records and reports of
the trustees. Most clerks are also employed to perform accounting and
financial reporting functions for the school district.

What is the role of the county superintendent of schools?

The county superintendent provides general supervision of the schools
located in the county as outlined in MCA 20-3-205 and 20-3-206. Other
duties found in state law include chairing of the county transportation
committee, acting as attendance officer for a third-class school district if
one is not appointed, being clerk of a joint board of trustees, and assisting
trustees with school supervision if a district superintendent or principal
is not employed there.




FUND ACCOUNTING

School district accounting systems are organized and established on a fund

basis. A fund is a self-balancing set of accounts used to track the fiscal activity

for a specific purpose or activity. Each fund must be accounted for separately

so that its resources, obligations, revenue and expenditures are kept apart

from other funds. Legal reference to fund accounting for schools can be found
at MCA 20-9-201.

Q:
A:

What types of funds are used by school districts?
School district funds are included within the following categories:

Governmental Funds—Most school district functions are typically
financed through four types of governmental funds: General, Special
Revenue, Capital Projects and Debt Service. These are further classified
as either budgeted or non-budgeted funds.

Proprietary Funds—Two types of proprietary funds, Enterprise and
Internal Service, are used to account for a school district’s ongoing orga-
nizations and business-type activities that are similar to those found in the
private sector. Proprietary funds are non-budgeted funds.

Fiduciary Funds—Two types of fiduciary funds, Trust and Agency, are
used to account for assets held by a school district in a trustee capacity or
as an agent for another entity or fund. Fiduciary funds are non-budgeted
funds.

What are budgeted funds?
A “budgeted fund” means any fund for which a budget must be officially

adopted by the board of trustees in order to expend money from the fund
(MCA 20-9-201(a)). Currently, the budgeted funds are:

General Fund Building Reserve Fund
Transportation Fund Adult Education Fund
Bus Depreciation Reserve Fund Non-operating Fund
Tuition Fund Technology Fund
Retirement Fund Flexibility Fund

Debt Service Fund




What are non-budgeted funds?

A “non-budgeted” fund is any fund for which an official budget is not re-
quired to be adopted in order to expend money on deposit in the fund (MCA
20-9-201(b)). Expenditures from these funds are limited to the amount of
cash balance in the fund. Some examples are:

School Food Services Fund Impact Aid Fund
Miscellaneous Programs Fund Enterprise Fund
Building Fund Agency Fund

Lease or Rental Agreement Fund Extracurricular Fund
Traffic Education Fund Endowment Fund

What are district accounting codes?

By law, each district must use the accounting codes designated by the Office
of Public Instruction (OPI). This ensures continuity and uniformity across
the state. OPI uses accounting codes suggested by the U.S. Department
of Education.

What are the different components of an expenditure accounting
code?

District clerks pay bills using expenditure codes that identify the payment.
For example, an expenditure code might look like this:
101-100-1000-680-123

An expenditure code is made up of five different parts. They are:

Fund code XXX (General Fund, Transportation
Fund, etc.)

Program code XXX (regular programs, special
education programs, etc.)

Function code XXXX (instruction, student support
services, etc.)

Object code XXX  (salaries, supplies, utilities, etc.)

Project Reporter code XXX  (code for district’s separate
accounting of projects)

A detailed description and list of codes is found in the School Accounting
Manual at:
http://www.opi.mt.gov/PDF/SchoolFinance/ChartAccounts.pdf.




Q: Are school districts audited?

A:  Yes. Inthe 2007 legislative session, HB 487 was passed and changed the
audit threshold from $200,000 to $500,000. For FY 2007-08, districts with
$500,000 or more of revenue would receive a basic audit and districts with
less than $500,000 of revenue must have a financial review at least once
every four years. Federal law requires that districts that expend $500,000
of Federal money in a year must have a more comprehensive audit in ac-
cordance with OMB A-133 Federal audit guidelines.

FUNDING AND THE BUDGET PROCESS

Most discussion about Montana school budgets and the budget process
concentrates on the general fund. The general fund budget is used to finance
“instructional, administrative, facility maintenance, and other operational costs
of a district not financed by other funds established for special purposes . ..”
(MCA 20-9-307). In an effort to equalize school funding in Montana, state law
requires schools to adopt general fund budgets within an “equalized” range
between the “BASE” and “Maximum.” Upon passage of HB 363 in the 2007
regular legislative session, a district can adopt the current year maximum or
the previous years adopted budget.

Other funds are established for special purposes, such as pupil transporta-
tion, tuition and debt service. A budget must be adopted for each of these funds
in the manner provided for in state law.

Q: What is the history of the current school funding system?

A: In 1985, a coalition of 64 school districts filed a lawsuit in Helena District
Court claiming that the funding of the education system in Montana,
guaranteed under the Montana Constitution, was unconstitutional. On
January 13, 1988, the “Loble Decision” was handed down. This decision,
which was challenged by the state of Montana and subsequently upheld
by the Montana Supreme Court, confirmed that the State of Montana:

“. . . has failed to provide a system of quality public educa-
tion granting to each student the equality of education
opportunity guaranteed under Article X Section I of
Montana’s Constitution.”




In June of 1989, a special session was called to address the problem. During
that session, HB 28 was passed in an attempt to solve the equity problem.
HB 28 increased funding and instituted a Guaranteed Tax Base System
(a mechanism designed to assist low wealth districts by subsidizing their
tax base through state assistance). However, the under-funded coalition
did not feel that this solved the equity problem and the funding dispar-
ity issue ended up back in District Court. The result was two additional
equity lawsuits filed in 1991. Subsequent legislative action passed by HB
667 established the current method of school funding for all public school
districts in the state. It established a formula that created maximum and
minimum general fund budget levels for all school districts. Each school
district was required to be within that range on or before 1998. SB 460 (1999
session) and SB 390 (2001 session) expanded the capacity of districts to
adopt budgets that exceed the “Maximum” level.

In April 2004, the Sherlock decision in Columbia Falls v. Montana found the
state share of school district spending inadequate, and found that Montana’s
funding formula is not reasonably related to the costs of providing a basic
system of free quality public elementary and secondary schools. The state
appealed the decision to the Montana Supreme Court and the Court upheld
the Sherlock decision.

The 2005 Legislature adopted a definition of a quality education and ap-
pointed a committee to study the formula and propose changes that would
align it with the new definition. Also, schools received additional funding
for FY 2007 from several new funding components, some which expanded
the district general fund and some which were deposited as One Time Only
payments (OTO) in the district miscellaneous programs fund. http://www.
opi.mt.gov/pdf/SchoolFinance/05SpSsSummary.pdf

The 2007 legislative session provided additional funding which further
expanded the district general fund and state OTO payments in the miscel-
laneous programs fund.




How are the minimum and maximum general fund budget levels
calculated?

The budget levels are calculated based on state entitlements that are
driven by enrollment, number of educators and licensed profession-
als and number of American Indian Students. The basic and per-ANB
entitlements, Quality Educator, Indian Education for All, Indian Student
Achievement Gap, and At-Risk Student payments, along with the district’s
special education funding, define the BASE (minimum) and Maximum
general fund budget limits.

What is ANB?

In October and February of each school year, school districts report the
number of students enrolled in their schools to the Office of Public Instruc-
tion (OPI). From these counts, “Average Number Belonging” (ANB) is
calculated. ANB is then used to calculate the per-student entitlement and
special education funding that, together with the basic entitlement, make up
the BASE and maximum general fund budget levels for the following school

year.
ANB = Average Number Belonging
FALL ENROLLMENT SPRING ENROLLMENT
(1st Monday in October) (February 1)
Part-time Students = 1/4,1/2,or 3/4 Part-time Students = 1/4, 1/2, or 3/4
! Total of 2 counts !
Divided by 2
Times 180 + PIR Days* = ANB
180

* PIR Days are “pupil instruction related” days
for teacher inservice training and recordkeeping.
A school district is allowed to use current year ANB or 3-year average
ANB for each budget unit by level (elementary or high school), whichever
generates the greatest maximum general fund budget. “Current year
ANB” means the ANB for the budget unit for the ensuing school fiscal
year; “3-year average ANB” means an average ANB over the most recent
3-year period, calculated by adding the current year ANB to the current




ANB for each of the previous two school fiscal years, dividing the sum by
3, and rounding up to the next whole number.

What is the basic entitlement?

The basic entitlement is the minimum funding each school district will re-
ceive if in operation. In FY2007-08, elementary districts that do not have an
accredited 7th-8th grade program will receive $21,290 for grade levels K-8.
A high school will receive $236,552. A school district with an accredited
7th-8th grade program will receive $21,290 for its K-6 elementary program
plus $60,275 for its 7th-8th program.

What is the per-ANB entitlement?

Per-ANB entitlement (also known as per-student entitlement) varies based
on the total number of ANB in the school district. The per-ANB entitlement
rates are determined by the Legislature. Rates shown below are effective
for FY2007-08.

Elementary districts have a per-ANB entitlement of $4,579. This rate is
decreased by $.20 per ANB for each additional elementary ANB up to 1,000
ANB. The per-ANB entitlement is $4,379.20 for each ANB over 1,000.

High school districts have a per-ANB entitlement of $5,861. This rate is
decreased by $.50 per ANB for each additional high school ANB up to 800
ANB. The per-ANB entitlement is $5,461.50 for each ANB over 800.

Elementary districts, or the elementary program of a K-12 district, with
an accredited 7th-8th grade program, receive a prorated amount of the
elementary and high school per-ANB entitlement rates.

What other General Fund payments exist?

In the 2005 special legislative session four new components were added
to in the General Fund: Quality Educator, At-Risk, Indian Education for
All, and American Indian Achievement Gap.

Calculations of these components are:

Quality Educator - Each district and special education cooperative will re-
ceive a $3,036 payment in FY2007-08 for each full-time equivalent licensed




educator and for other licensed professionals employed by the school
district, including registered nurses, licensed practical nurses, physical
therapists, speech language professionals, psychologists, licensed social
workers, counselors, occupational therapists, and nutritionists.

At Risk - The Legislature appropriated $5 million for FY2007-08 for dis-
tribution to public schools to address the needs of at-risk students. The
money is distributed in the same manner as Title  monies are distributed
to schools.

Indian Education for All - In FY2007-08, each district received an Indian
Education for All payment to implement the provisions of the Montana
constitution (Article X, section 1(2) and the statutory requirements for the
recognition of American Indian cultural heritage (20-1-501, MCA). The
Indian Education for All payment is the greater of $100 for each district or
$20.40 per ANB.

American Indian Achievement Gap - In FY2007-08, a school district received
a payment of $200 for each American Indian student enrolled in the dis-
trict.

How does the state fund special education?
OPI distributes state funding for special education in three categories:

1) Instructional Block Grant (IBG) and Related Services Block Grant
(RSBG)—If a school district is eligible, these block grants are based
on the ANB of the district. The money is spent on allowable special
education costs as defined in MCA 20-7-431. The district must spend
$1 of local money for every $3 received from each block grant. If a
school district is a member of a special education cooperative, the
state pays the district’s RSBG directly to the cooperative.

2)  Reimbursement (40%) for Disproportionate Costs—Districts with
unusually high special education costs may be eligible for additional
special education reimbursements.

3)  Additional administrative/travel funding for special education coop-
eratives.




What is a special education cooperative?

Special education costs often involve the services of specialists, such as
speech or physical therapists and psychologists. Large school districts are
often able to pay for these special services through their own programs.
However, smaller districts may not have adequate resources to run a special
education program. The result is that small- and mid-sized school districts
usually pool their resources by forming a cooperative to maximize their
special education services.

What is the BASE budget?

The BASE budget is the minimum budget that a district must adopt for
its general fund. It is equal to 80% of the basic entitlement, 80% of the
district’s per-ANB entitlement, 100% Quality Educator Payment, 100% At
Risk Payment, 100% Indian Education for All Payment, 100% American
Indian Student Achievement Gap Payment, 140% of the district’s special
education allowable costs, and 40% of the district’s prorated special educa-
tion cooperative costs.

100%

Maximum
100% Per-ANB Entitlement
100% Basic Entitlement

100% Quality Educator Payment %

100% At Risk Payment @

100% Indian Education for All Payment g

100% American Indian Student Achievement | ©

Gap Payment 80%

Special Ed Allowable Cost Funding

(State) BASE

If not in co-op, includes Related Services 80% Per-ANB Entitlement

Block Grant 80% Basic Entitlement

75% to 100% X [Special Ed Allowable 100% Quality Educator Payment

Cost Funding PLUS Prorated Co-op Pay- 100% At Risk Payment

ment] (Local) 100% Indian Education for All Payment
100% American Indian Student Achievement

Gap Payment

Special Ed Allowable Cost Funding
(State)
If not in co-op, includes Related Services
Block Grant

40% X [Special Ed Allowable Cost Fund-
ing PLUS Prorated Co-op Payment]
(Local)




=&

What is the Maximum budget?

The Maximum general fund budget is the sum of 100% of the district’'s
basic entitlement, 100% of the district’s per-ANB entitlement, 100% Qual-
ity Educator Payment, 100% At Risk Payment, 100% Indian Education for
All Payment, 100% American Indian Student Achievement Gap Payment,
between 175% and 200% of its special education allowable cost payments,
and between 75% and 100% of the RSBG received directly by the cooperative
based on a ratio of actual special education expenditures to state special
education revenues.

What if a district’s current budget is between the BASE and Maxi-
mum levels?

The district’s budget is “equalized.” This is what the court intended in its
decision on equitable funding.

What is a “disequalized” district?

A district is disequalized if its budget is over the Maximum.

Districts must obtain voter approval to adopt a budget over the Maximum,
up to the adjusted prior year adopted budget and if it needs an increase in
the over BASE levy to do so.

“Disequalized” A district may adopt a budget that exceeds
the Maximum in limited cases.

Maximum
“Equalized” In an effort to equalize school funding in
Montana, state law encourages schools
Range to adopt general fund budgets within an
“equalized” range between the “BASE” and
BASE “Maximum.”
The BASE is the minimum legal budget for a
Minimum district.
Budget
Allowed

How does a district determine how much it can budget in its general
fund?

For fiscal years 2008 and 2009, districts can adopt the higher of the Maxi-
mum budget, or the adjusted prior year adopted budget. Districts may be




required to seek voter approval to attain these budget levels. In no case
can any district budget below the minumum “BASE level.”

What is the adjusted prior year adopted budget?
The adjusted prior year adopted budget is calculated as follows:
Prior year adopted budget
+ any increases in the following general fund payments:

Quality Educator
At-Risk
Indian Education for All
American Indian Achievement Gap

+ Full-time kindergarten transition amount
= Adjusted prior year adopted budget

How does a district fund its general fund budget?

A district may fund its general fund budget from the following sources:

1. Direct State Aid equal to 44.7% of the district’s basic and per-ANB
entitlements.

2. Special Education Allowable Cost payments from the state that are
paid directly to the district.

3. Non-levy revenue and fund balance reappropriated.

4.  Non-voted local levies subsidized with Guaranteed Tax Base (GTB)
aid to fund 35.3% of its basic and per-ANB entitlement and 40% of
its special education allowable cost payment, including RSBG paid
directly to cooperatives.

5. Voted and non-voted local levies with no GTB aid for that portion of
the general fund budget that exceeds the BASE budget.

How is the BASE budget funded?
The BASE budget is funded as follows:
1.  Direct State Aid:
44.7% of the district’s basic entitlement
+ 44.7% of the district’s per-ANB entitlement
2. Special Education Allowable Cost payment:
Instructional Services Grant
+ Related Services Block Grant (if the district is not in
a cooperative)




+ Reimbursement for disproportionate costs (explained

above)
3. BASE Mill Levy (includes GTB aid for qualifying districts):
35.3% of the basic entitlement
+ 35.3% of the per-ANB entitlement
+ 40% of the state special education allowable cost
payment
4.  100% Quality Educator Payment
100% At Risk Payment
100% Indian Education for All Payment
100% American Indian Student Achievement Gap Payment

Funding the BASE Budget

Max >
Local Mills
BASE >
Local Mills
35.3% Guaranteed Tax Base Aid

Fund Balance Reapprorpiated
Non-Levy Revenue

Direct State Aid
44.7%

Quality Educator
At Risk

Indian Ed for All
Achievement Gap

How is the BASE Mill Levy calculated?

The BASE Mill Levy is a local permissive (non-voted) tax levy. It is cal-
culated by taking the BASE budget and subtracting all non-tax revenue
sources that will be available to the district, including state funding, non-levy
revenues such as oil and gas production revenues, and fund balance that
can be “reappropriated” to fund the BASE budget next year. The remainder
of the BASE must be funded with the BASE Mill Levy. The state subsidizes

the BASE Mill Levy through GTB aid for districts that qualify.




What is GTB aid and how does a school district qualify to receive
it?

GTB means Guaranteed Tax Base. GTB aid is a state subsidy for BASE
mills. Itis used to equalize property-generated wealth across the state. This
is the state revenue source that helps school districts reach the minimum
(BASE) funding level. If a district’s taxable value compared to the locally
funded part of the BASE budget is below the comparable statewide ratio,
the district will receive GTB aid to assist in funding up to the BASE budget
level.

Does Montana have a true Guaranteed Tax Base system?
Although we use the term GTB and refer to our current system of fund-
ing as a guaranteed tax base system, we do not actually have a true GTB
system. Under a true GTB system, the tax base level is guaranteed and
each levied mill supplies the same amount per student in any given district.
Montana’s program is actually a guaranteed tax yield system that provides
state assistance in order to obtain at least a minimum amount of funding
per mill for each student.

How is the statewide GTB ratio figured for the elementary or high
school?

The statewide taxable valuation is multiplied by 193%. This is then divided
by the locally funded portion of BASE budgets, which includes 35.3% of
the basic and per-ANB entitlements and 40% of the total special education
allowable costs payments for all schools statewide.

Statewide Taxable Valuation x 193%

State GTB Ratio =
35.3% of Basic Entitlement + 35.3% of per-ANB
entitlement + 40% Special Education

How is the local district GTB ratio figured?

According to statute, GTB ratios for the upcoming school year are calcu-
lated using the district’s prior year taxable value, entitlements, and special
education funding.




What is Fund Balance Reappropriated?

Atthe end of the fiscal year (June 30), most districts still have cash on hand.
After considering any unpaid obligations, the remainder is referred to as
Fund Balance. School districts are allowed to set aside, or reserve, some
or all of their fund balance in order to continue operation of the school
district until funding is received from the state and property taxes. Fund
Balance Reappropriated is the difference between the end-of-year fund
balance and the amount reserved for operations. It must be used to fund
the next year’s budget.

How much fund balance is a district allowed to reserve for opera-
tions?

By law a district cannot carry over more than $10,000 or 10% of the upcom-
ing school year budget of the general fund (whichever is greater). Reserve
limits have also been established for some of the other budgeted funds
(Transportation Fund 20%, Retirement Fund 35%).

What is non-levy revenue?
School districts receive revenues from other sources in addition to those
levied on property. Some examples are:
Interest earnings
Rental of buildings and equipment
Summer school revenues
School Block Grant
Coal gross proceeds tax
Property tax reimbursements
Montana oil and gas tax
Tuition

Are school districts required to budget non-levy revenue sources?
The law says that districts must budget the same amount of non-levy
revenue as actually received in the previous year. Exceptions require that
coal gross proceeds tax, property tax reimbursements and Montana oil
and gas tax must instead be estimated using information provided by the
state.




What is the Over-BASE budget?

Ifa district adopts a budget over the BASE (minimum) budget, that amount
of budget is called the Over-BASE budget. The Over-BASE budget of an
equalized district would be, at most, the amount of budget between the
BASE and Maximum. That difference would be equal to 20% of the basic
entitlement, 20% of the per-ANB entitlement and between 35% and 60% of
the state special education funding.

How is the Over-BASE budget funded?

The Over-BASE budget, including any amount of budget that exceeds the
Maximum, is funded using a local Over-BASE tax levy. The state does not
help finance this mill levy. Some districts receive tuition and other non-levy
revenues that help fund this part of the budget.

What happens if a district’s budget is over the Maximum level?
The district’s budget is “disequalized.” The district may adobt a budget
over the Maximum up to the amount of the prior year adopted budget
and with voter approval of any increase in the Over-BASE levy from the
previous year.

What happens if enrollment decreases from the prior year?
Since the budget formula is based on enrollment figures, the BASE and
Maximum budget levels will decrease for the upcoming year.

Declining Enrollment Greatly
Impacts A School’s Budget

Example:

School District with 5,000 students

Enrollment drops by 100 students/year for 2 years
District general fund budget is $20,400,000 for all 3 years




No growth in budget, but
property taxes increase significantly
GF Budget:
$4,100,000 $20,400,000
$4,500,000 $4,800,000
Consequence: $391,000
Local Tax Increase with
$16,300,000 $15,900,000 $15,600,000 voter approval
BASE BASE BASE
$391,000 Decrease in
BASE levies BASE levies BASE levies State Support
$7,193,000 $7,017,000 $6,884,000
Year 1 Year 2 Year 3 <
5,000 students 4,900 students 4,800 students

Does a district have to lower its budget if enrollment drops?

It depends. If the district needs an increase in the prior year Over-BASE levy
to maintain its prior year budget level and voters do not approve the increase,
the district would have to lower its budget.

How does a district get the required voter approval for an Over-BASE
tax increase?

The trustees adopt a resolution calling for an election. Budget elections are
held on the regular school election day, which is the first Tuesday following
the first Monday in May. HB 225 passed in the 2007 legislative session allows
school districts to conduct the election on a date other than the regular school
election day in years when the legislature meets and passes laws that affect
school funding.

How do voters know how much the voted tax increase will be?

State law requires that certain information be contained in the ballot language.
Such as the total amount of the tax increase, the approximate number of
mills and an estimate of increase in the taxes on homes with market values of
$100,000 and $200,000.
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What happens if a budget election fails?

If voters do not approve the budget election, the school district may adopt
a budget that is no greater than its “highest budget without a vote.” For an
equalized district, the Over-BASE levy can be no more than it was in the
prior year.

How does the board of trustees set the budget of the school district?
Generally, the superintendent makes recommendations to the board about
the budget. However, the trustees set the official budget for the operation
of a district. The adoption of a budget is done at a meeting that is open to
the public. Any taxpayer in the district may be heard with regard to the
budget or to any item or amount proposed in the budget.

Do the trustees call for a mill levy election prior to the adoption of
a budget or after it is adopted?

Generally, the trustees have some preliminary budget figures for use in
considering a resolution to call for a levy election. Elections must be held
in May, or at a later date in legislative years. The trustees can adopt the
final budget no later than August 15, but must have obtained voter approval
before taking actions that require a vote.

When is the final budget prepared?
The final budget for any district is approved on or before August 15. Until
that time, changes may be made to the budget.

What is the county commissioners’ role in the school district budget
process?

Although the trustees conduct the budget process in a school district, the
county commissioners actually levy the required mills for the final budget.
Although they cannot alter the budget, they can send it back to the trustees
if there is insufficient revenue to fund the budget. By law, commissioners
set the mill levies on the fourth Monday in August.

Does a district have to spend all the money budgeted in a school year?
No law forces a district to spend what is budgeted and raised through the
various revenue sources. However, the amount carried over from one fis-
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cal year to another (the fund balance reappropriated) must be applied to
the local non-voted revenue area of the state funding formula. This could
impact local taxation the following budgeted year.

What is the budget process for the other budgeted funds?

The process for the other budgeted funds is similar to the general fund.
Since these funds are established for specific purposes, the types of ex-
penditures and revenue sources are varied. Tax levies in the Transporta-
tion, Bus Depreciation, Tuition, Debt Service, and Adult Education are
non-voted (permissive). Voter approval is required for tax levies in the
Building Reserve, Technology and Flexibility funds.

What is the purpose of the Transportation Fund?

The Transportation Fund is used to pay for the costs of getting students
from home to school and back. This can include the purchase of buses,
building a bus barn, bus maintenance, bus driver salaries and benefits,
hiring a private contractor to run the transportation program, and trans-
portation reimbursement contracts. The state and county share in funding
“on-schedule costs” that are based on bus routes and mileage contracts
with parents. Additional funding is provided through fund balance reap-
propriated, non-levy revenues and a district transportation fund levy.

What is the purpose of the Bus Depreciation Fund?

The Bus Depreciation Fund is used to accumulate funds for bus replace-
ment and additional school buses. Revenue may come from fund balance
reappropriated, non-levy revenues and a non-voted district tax levy.

What is the purpose of the Tuition Fund?

The Tuition Fund is used in limited cases to pay tuition for a student who
attends school outside his district of residence. Usually, the district pays
tuition only for students the trustees have placed in another district or
where geographic conditions make it impractical for the student to attend
in his own district. Rates are set under MCA 20-5-323 based on 20% of the
per-ANB entitlement for the year of attendance. Special education add-on
rates are calculated under ARM 10.16.3818. Funding sources are fund
balance reappropriated, direct state aid (for out-of-state tuition), non-levy
revenue and a non-voted district tax levy.




What is the purpose of the Retirement Fund?

The Retirement Fund is used to pay the school district’s share of specific
employer contributions, including social security and Medicare taxes,
Teachers’ Retirement System (TRS) and Public Employees Retirement
System (PERS) contributions, and state unemployment insurance. It is
funded by a countywide retirement levy.

Senate Bill 424, enacted by the 2003 Montana Legislature and signed
into law by the Governor, requires school districts to use federal funds
for employer contributions to the retirement, federal social security and
unemployment insurance systems for all employees whose salaries are
paid from a federal funding source, excluding Impact Aid.

What is the purpose of the Debt Service Fund?

The Debt Service Fund is used to budget and pay for a school district’s
bond debt, including principal and interest payments and agent fees, and/
or special improvement district payments (SIDs). State equalization aid
(known as state reimbursement for school facilities) is available to school
districts that have a district mill value per ANB that is less than the corre-
sponding statewide mill value per ANB. Debt Service Fund revenues also
include fund balance reappropriated, non-levy revenue and a non-voted
district tax levy.

What is the purpose of the Adult Education Fund?

State law authorizes districts to establish an adult education program (MCA
20-7-702). The program may provide any area of instruction approved by
the trustees, including basic and secondary general education and voca-
tion/technical education. Revenue sources for this fund are fund balance
reappropriated, non-levy revenue (including student fees) and a non-voted
district tax levy. State and federal money received for an adult basic educa-
tion program are accounted for in a different fund.

What is the purpose of the Building Reserve Fund?

The Building Reserve Fund is used to accumulate funds for future con-
struction, equipping or enlarging school buildings, or for purchasing land
needed for school purposes. The fund is established upon passage of a
voted levy that authorizes the levy for up to 20 years. The amount levied
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in one year is limited to the total authorized levy divided by the number
of years authorized. Fund balance reappropriated and non-levy revenues
are also sources of funding for the Building Reserve Fund.

The Building Reserve Fund can also be used to fund transition costs of
opening or closing schools, based on a voted levy for up to 6 years.

Can a school district ask for a building reserve of any amount?
The amount of total indebtedness of the school district cannot exceed a
legal debt limit. This includes other debts the district is paying off through
debt service.

What is the purpose of the Technology Fund?

The Technology Fund is used for the purchase, rental, repair and main-
tenance of technology equipment and computer network access. It is
funded by a state technology grant, fund balance reappropriated, non-levy
revenues, state, federal and private grants or donations that will be spent
in the budget year, and a district tax levy. The district tax levy is limited
to 20% of the cost of the computer equipment and computer network ac-
cess, not to exceed 150% of the cost over time. The district’s voters must
approve any increase in taxes from the previous year.

What is the purpose of the Flexibility Fund?

This fund is used for technology, facility expansion, student assessment
and evaluation, curriculum development and other types of expenditures
as described in MCA 20-9-543. It is funded by the State Flexibility Payment,
non-levy revenues and an optional, annual, voted levy of up to 25% of the
estimated State Flexibility Payment.

Do the Building Reserve, Technology and Flexibility Fund elections
have to be held along with the general fund election in May?

No. These are special elections that can be held at any time, as long as the
proper election procedures are followed. In order to allow enough time for
completing the election before the budget is adopted, the school district
would need to hold the election no later than August 1.




What is a budget amendment?

A budget amendment is a procedure used to adjust an adopted budget.

The law allows amendments for:

Unanticipated enrollment increases;

Destruction or impairment of school property;

Court judgment for damages against the district;

Enactment of legislation after the adoption of the budget;

Deferred projects to be funded from receipt of protested taxes, tax

audit, or delinquent taxes; and

6.  Unforeseen needs of the district that cannot be postponed without
affecting the safety of students and employees or the educational

ALl

functions of the school district.

Do budget amendments have to be approved by the Office of Public
Instruction?

The only budget amendments that must be approved by the Office of Public
Instruction are the unanticipated enrollment increase and an emergency
levy. All other budget amendments are approved at the trustee level. These
amendments do, however, need to be filed with OPI, even though they do
not need OPI approval. Steps for a resolution, public hearing, and time line
are set by statute.




How 10 READ A

_ProperTY TAX Bl

Property taxes are based on the market value of the property and the tax-
able rate. The Montana Constitution places the responsibility for property tax
values on the state. All taxing jurisdictions must use the assessed valuation of
property established by the state (Article VIII, Sections 1 and 4). The Depart-
ment of Revenue is responsible for the appraisal, assessment and equalization of
the value of all property in the state for the purpose of taxation. The Legislature
establishes various classes of property and the rate of tax on each class. Local
governments (counties, cities, school districts, fire districts, etc.) determine
the mill levy requirements for each taxing jurisdiction. The board of county
commissioners in each county sets the mill levies by the fourth Monday in
August. Department of Revenue staff calculates the property tax liability for
each property using the mill levies, including special district fees and charges.
The county treasurer is responsible for the billing, collection and reconciliation
of property taxes.

Information about property taxes is available at the Department of Reve-
nue’s website at http://mt.gov/revenue/forindividuals/property/aboutpt.asp

Q: What is property tax liability?
A:  Itisthe amount of taxes a property owner must pay to the county treasurer

each year. The first half is due in November and the second half is due in
May.

Property tax liability depends on the taxable value of property owned by
the taxpayer and the number of mills levied.




What is taxable value?

Taxable value is the market value of a piece of property times the tax rate
for that property. Taxable value times the number of mills levied by the
different taxing jurisdictions (i.e., school districts, cities, counties, state)
will determine the property tax liability.

Taxable Value = Market Value x Tax Rate
Taxable Value x Mills = Property Tax Liability

What is a tax rate?
The tax rate is the percentage of market value of property that is considered
taxable.

Do all property owners pay the same tax rate?

Under state law, different types, or “classes,” of property are taxed at
different rates. The property classification system is as follows (Tax Year
2006 taxable value percentages are in parenthesis):

(Note: Some exclusions of market value apply to certain classes of property
before these rates apply.)

Class 1

Net proceeds of mines and mining claims, except coal and metal mines
(100%)

Class 2

Gross proceeds of metal mines (3%)

Class 3

Agricultural land (3.30%)

Nonproductive patented mining claims (3.30%)

Nonagricultural land 20 acres or more but under 160 acres (23.10%)
Class 4

Residential, commercial, and industrial land and improvements (3.30%)
Golf courses (1.65%)

Mobile homes/Manufactured homes (3.30%)

Class 5

Air and water pollution control equipment (3%)

Rural electric and telephone cooperatives (3%)

Real and personal property of “new industry” (3%)




Machinery and equipment used in electrolytic reduction facilities (3%)
Real and personal property of research and development firms (3%)
Real and personal property used to produce gasohol (3%)

Class 6

Repealed Sections 27, 31, Chapter 285, L. 1999 (Now Exempt)

Class 7

Qualifying rural electric associations (8%)

Class 8

Business personal property (3%, exempt for equipment with a total ag-
gregate market value of less than $20,000, MCA 15-6-138)

Class 9

Real & personal property of pipelines and the non-electric generating
properties of electric utilities (12%)

Class 10

Forest land (0.35%)

Class 11

Repealed. Sec. 9, Chapter 267, L. 1993

Class 12

Real and personal property of railroads, railroad car companies, and airlines
recalculated each year (3.55% for tax year 2006) MCA 15-6-145

Class 13

Real & personal property of telecommunication utilities and the electric
generating property of electric utilities (6%)

Many property categories have formulas based upon gross sales.
Additionally, the law defines certain unique properties, and these also
have applicable formulas that are used to calculate taxable value.

What is a mill?

A mill is one-thousandth (.001) of a dollar. School districts can determine
how much a mill will raise by taking the total taxable value in a district
(an amount provided to the school district by the county assessor) and
multiplying it by .001. This result is equal to what one mill will raise.

Example: The taxable value of property in an elementary district is
$46,000,000. This amount multiplied by .001 equals $46,000. In other words,




the amount of money raised by levying one mill would be $46,000.

If this district needs to raise $2,500,000, it would divide $2,500,000 by
$46,000, thus determining that 54.34 mills are needed.

How is a property tax bill calculated?

An individual’s property tax bill is calclated using the market value of
the property, the tax rate, and the mill value. For example, a residential
property owner whose house has an assessed market value of $100,000,
the taxable value in 2006-2007 would be $2,116.36 and the mill value would
be $2.11 figured as follows:

Taxable Value

Market value $100,000
Less: Residential exemption 32.6%
Taxable amount S 32,600
Multiply by: Tax rate for Class 4 property 3.140%
2006-2007 Taxable value $2,116.36
Mill Value

Taxable Value $2,116.36
Multiply by: One mill .001
Mill Value S 211
Property Tax Liability

Mills (from example above) 54.34
Multiply by: Mill value s 21
Property Tax Liability S 114.65

Are any properties exempt from property tax?
Several different properties are not subject to property taxes. Examples
include:

Disabled Veterans’ Land;

School, City and County Lands;

Churches;

U.S. Government Land;

Municipal Corporations;

Some Nonprofit Organizations (such as nonprofit health care

facilities); and
Public Facilities (such as museums, art galleries, zoos, etc.)




Are any of these taxes grouped together?

Occasionally, a county treasurer will group taxes together. However, by
law, the county treasurer should design the tax notice to reflect taxing
jurisdictions.

Do tax payers pay more for education than just the local school
district property taxes?

In addition to mill levy taxes for local schools, there is a statewide equaliza-
tion mill levy of 40 mills. Taxpayers also pay 33 mills for elementary county
equalization and 22 mills for high school county equalization, and 6 mills
to support the university system. Counties also assess mills to support
school retirement and transportation fund expenditures.

What is the purpose of state and county equalization levies?
Every property owner in the state is assessed a 40 mill state equalization
levy and a 55 mill county levy. Money raised by these levies goes to the
State General Fund. The purpose of these levies is to support statewide
funding of school districts in the form of direct state aid, guaranteed tax base
(GTB) aid, state transportation aid, and state special education funding.

What does a typical tax notice for a residential home include?
An example of items found on a tax notice for a residential home is as fol-

lows:

Market value of the land Taxable value of the land

Market value of the buildings Taxable value of the buildings
Legal description of the property Taxable value of personal property
Special Assessments for city and/or county

Countywide mills

Citywide mills

School Mills

Example of school mills:
Elementary School District

General 87.47 mills
School District Transportation 5.65 mills
Bus Reserves 2.01 mills
Debt Service 9.69 mills
Adult Education 1.00 mills
Technology 3.70 mills
Flexibility 5.25 mills
High School District

General 55.76 mills




School District Transportation 2.47 mills

Bus Reserves 2.01 mills
Debt Service 3.24 mills
Adult Education .39 mills
Technology 4.30 mills
Flexibility 6.75 mills
Countywide Levy
Countywide Elementary 33.00 mills
Countywide High school 22.00 mills
Elementary Retirement 19.36 mills
High school Retirement 11.26 mills
County Transportation 4.17 mills
Vo-Tech (only in counties that
have a Vo-Tech center) 1.50 mills
Statewide Levy
State Equalization 40.00 mills
University mills 6.00 mills
Total School mills 328.98

In addition, city and/or county taxes are listed. In most urban tax notices,
there is not a breakdown of all city taxes, but the notice lists a single tax.
Many rural counties list every tax jurisdiction, but tax notices vary from
county to county. If a taxpayer would like to have additional information
concerning an individual tax notice, the treasurer’s office can provide a
detailed breakdown of all mills assessed.

What is a “business equipment” tax?

The business equipment tax is a personal property tax applied to any class
of personal property that is used by a sole proprietor, firm, association,
partnership, business, corporation, or limited liability company (MCA 15-
16-122).

Is all business personal property taxed the same way?

There are several classifications of business-related personal property
within the property classification system. Each class has different tax rates
and exemptions. Most business personal property is Class 8 property (see
MCA 15-6-138). Personal property used in specific industries is included
in Classes 5, 6, 7,9 12 and 13.




How does business taxation affect a school district?

In districts where there are large industrial plants, high personal property
valuation of business property increases the tax base of a district. This
assists greatly in raising tax dollars to support a school district.

GRANTS AND OTHER

_FUNDING SOURCES

Most of the revenue that a school district uses for its general fund budget

comes from local, county, state, and federal taxes. The exact percentage that a
district receives from each source depends upon the economic and population
conditions of the district. School districts commonly look for other ways to bring
revenue into the district without using direct tax dollars.

Q:
A:
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Are grants a common source of revenue among school districts?
Grants are quite common as a method of supplementing school district bud-
gets. The two common types of grants are “discretionary” and “entitlement.”

What is a discretionary grant?

Discretionary grants are competitive and can be obtained either through
governmental agencies, a private sponsor, or the corporate sector. The skill
of the grant writer is crucial to the success of this process; a district’s needs
alone may not be enough to ensure a competitive grant. It is becoming
more common for small school districts to work together in a cooperative
manner, pooling resources to fund a qualified grant writer. Large districts
might hire their own writer or assign grant writing responsibilities to an
administrator.

What is an entitlement grant?
An entitlement grant is a grant awarded to a district based on a formula
which may focus on enrollment or other factors rather than need.

What grants are administered by the Office of Public Instruction
(OPI)?

An overview of state and federal grant programs administered by OPI can
be found at its website at http://www.opi.mt.gov/pdf/FEDPrgms/
GrantsHandbook/Compplete%20Handbook.pdf
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Can school districts receive donations or endowments?
Yes, schools can accept and use donations or endowments from individuals,
businesses, or public or private foundations.

How do schools fund athletics and activities?

School districts fund athletics and activities, such as football, basketball,
band, speech, etc., using gate receipts and participation fees, fundraisers,
donations from booster clubs and parent organizations. Districts also
support these programs using their general fund budgets.
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